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For

IMMEDIATE Release Thursday, January 23, 1947
SECURITIES AND EXCHANGE COMMISSION
Philadelphia

ACCOUNTING SERIES
Release No. 59

In the Matter of
WILLIAMS & KINGSOLVER
420 Exchange National
Bank Building
Colorado Springs, Colorado

FINDINGS AND OPINION
OF THE COMMISSION

File No.4-61-5
(Rule II (e), Rules of Practice)

ACCOUNTING - PRACTICE AND PROCEDURE
Suspension of Accountant from Practice Before Commission
In proceeding under Rule II (e) of Comnission's Rules of Practice
where firm of accountants stated in certificate filed with Commission under Rule X-17A-5 of the Securities Exchange Act of 1934
that it had audited books and records of registered broker-dealer
in accordance with the Commission's audit requirements and with
generally accepted auditing standards applicable in the circumstances, when in fact such audit had not been made in accordance
with such standards and had omitted certain of such requirements,
held, that such firm has engaged in improper professional conduct
and its privilege to practice before the Commission should be
suspended for one year.

APPEARANCES:
A. Marvin Lungren of the Denver Regional Office, for the Trading
and Exchange Division.

This is a proceeding under Rule II (e) of our Rules of Practice to
determine whether respondent Williams & Kingsolver, a firm of certified
public accountants of Colorado Springs, Colorado, or any of its members,
should be disqualified from or denied, temporarily or permanently, the
privilege of appearing or practicing before this Commission. 1/

1/ Rule II (e) reads as follows:
"The Commission may disqualify, and deny, temporarily or
permanently, the privilege of appearing or practicing before it
in any way to any person who is found by the Commission after
hearing in the matter
(Continued)
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The proceeding was instituted by a notice of hearing which alleged
that in connection with audits made by respondent in 1943 and 1944 of the
books and records of E. W. Hughes & Company ("registrant"), a registered
broker-dealer:
(1) Respondent prepared and certified two statements of registrant's
financial condition as of September 30, 1943, and August 31, 1944, which
statements registrant filed with us as part of its annual financial reports pursuant to Rule X-17A-5 under the Securities Exchange Act of 1934.
Respondent represented that these statements had been prepared and
certified upon the basis of audits of registrant's books and records made
in accordance with the generally accepted auditing procedures which an
independent accountant would ordinarily employ, when in fact respondent
in conducting lis examinations omitted- certain of the Commission's minimum auditing requirements as set forth in the General Instructions to
Form X-17A-5 and failed to comply with generally accepted auditing
standards applicable in the circumstances in the following respects:
(a) Physical examination and comparison with the books and records
of all securities on hand or otherwise in the physical possession of
registrant were not made.
(b) Registrant's position in all securities was not balanced.
(c) Written confirmations of customers' accounts were not obtained.
(d) Bank balances were not reconciled at a date subsequent to the
date of the audit.
(e) The "personal trading account" of Mrs. Arleen W. Hughes, the
sole proprietress of registrant, was not audited.
(2) Respondent prepared and signed the accountant's certificates
filed with registrant's financial reports, which stated that
"Without making a detailed audit of transactions, we have
examined or tested accounting records and other supporting evidence by methods and to the extent we deemed appropriate under the
circumstances and in accordance with the audit requirements of the
Securities and Exchange Commission. Our examination was made in
accordance with generally accepted auditing standards applicable in
the circumstances, and included all procedures which we considered
necessary."
1 cont'd/
"(1) not to possess the requisite qualifications to
represent others; or
"(2) to be lacking in character or integrity or to have
engaged in unethical or improper professional conduct."
Practice before the Commission is defined under subsection (g) of Rule
II to "include the preparation of any statement, opinion or other paper
by any attorney, accountant,' engineer or other expert, filed with the
Commission in any registration statement, application, report or other
document with the consent of such attorney, accountant, engineer or
other expert."

- 3 -

A - 59

when, in fact, such examination had not been made in accordance with
generally accepted auditing standards applicable in the circumstances
and had omitted certain of the Commission's minimum audit requirements.
A hearing was held in Denver, Colorado, before Commissioner
McEntire, at which respondent did not appear. Counsel for the Trading
and Exchange Division, however, introduced into evidence an "answer"
signed by both of respondent's partners which (1) acknowledged service
of the notice of hearing, (2) waived hearing, (3) admitted certain
matters set forth in the notice of hearing, and (4) consented to entry
of an order temporarily or permanently disqualifying respondent from or
denying it the privilege of practicing as an accountant before the
Commission.
Respondent's answer admitted that in connection with the audits:
(1) Physical examination and comparison with the books and records
of all securities on hand or otherwise in registrant's physical possession were not made, but that only a spot or test check was made by examination of securities held for the accounts of some of registrant's
customers and that a comparison with registrant's books and records was
made only as to the securities so spot or test checked. Safety deposit
boxes held by registrant containing such securities were not sealed
during the audit.
(2) Registrant's position in some but not all securities was
balanced.
(3) Written confirmations of customers' accounts were not obtained.
(4) Bank balances subsequent to the date of the audits may not have
been reconciled until the end of the year, at which time any checks outstanding at the date of the audit were reconciled with the audit.
(5) Securities held by Arleen W. Hughes as personal holdings and not
used in registrant's business were not checked against her personal records nor were her personal records audited.
Respondent admitted preparation and signing of the accountant's
certificates described above, but referred to the following additional
statement in the 1944 certificate:
"At your request, we are now making a special detailed audit
of customers' securities, including direct confirmation with customers, for the purpose of verifying in detail all information
already on your control records."
Respondent also admitted, however, that in making the "special
audit" safety deposit boxes held by registrant and containing customers'
securities were not sealed. It stated that the letters sent out to confirm customers' accounts were dictated by a member of respondent's staff
to a stenographer employed by registrant, were mailed out on registrant's
stationery, that the customers mailed their replies to registrant, and
that such replies were examined in registrant's office by a member of
respondent's staff.
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The General Instructions - to Form X-17A-5 set forth certain minimum
requirements for an audit of a broker-dealer's books and records. Respondent has admitted in its answer that its audits omitted a number of
these requirements. Despite the requirement that a physical examination
and comparison with the books and records of all securities be made, respondent did no more than spot check certain of the accounts, and during
the making of such spot check failed to seal safety deposit boxes. A
similar omission occurred in the failure to balance registrant's position in all securities. The specific directions that written confirmations of customers' accounts be obtained and that bank balances be reconciled at a date subsequent to the audit were ignored. The failure to
audit Mrs. Hughes' "personal trading account" meant that one phase of
registrant's activities was not examined. 2/ The purported reconciliation of the bank balances several months after the audit had been completed and the report filed clearly does not comply with our requirement for a second cash reconciliation. Moreover, the special audit
undertaken to correct a glaring deficiency in the original work, namely
the failure to obtain written confirmation of customers' accounts, was
itself carried out in a wholly improper manner, since respondent did
not establish control over registrant's securities or over the dispatch
and receipt of customer confirmations.
It is clear that these audits were not conducted in accordance
with the generally accepted auditing standards which an independent accountant would -ordinarily observe and omitted many of our specific minimum requirements. Respondent's statements that the audits were made
in conformity with the requirements of the Securities and Exchange Commission and with generally accepted auditing standards were accordingly
false and misleading.
We think that respondent's conduct in connection with these audits
was grossly improper. Our auditing requirements call for a thorough financial examination of a broker--dealer's affairs. An audit such as respondent conducted falls so far short of meeting this purpose as to
deny to the public the protection which our rules were designed to
achieve. We find that by its violations of our auditing requirements
and its false and misleading certifications, respondent has engaged in
improper professional conduct within the meaning of Rule II (e) of our
Rules of Practice.
Respondent in its answer stated that J. D. Kingsolver, one of its
two partners, was in military service at the time these audits were
made and in no way participated therein. There is no evidence to the
contrary and we accordingly find that J. D. Kingsolver was not personally guilty of any improper professional conduct in connection with
these transactions,, and we shall take no action against him personally.

2/ In a sole proprietorship, a so called "personal trading account" of
the proprietor is merely one of the trading accounts of the
proprietorship.
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On the basis of the foregoing, we think it necessary and appropriate to suspend the privilege of respondent and of Oliver M. Williams,
one of its members, to appear and practice before this Commission for a
period of one year.
An appropriate order will issue.
By the Commission (Chairman Caffrey and Commissioners McConnaughey,
McEntire and Hanrahan).

(SEAL)

Orval L. DuBois,
Secretary,
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UNITED STATES OF AMERICA
BEFORE THE SECURITIES AND EXCHANGE COMMISSION
At a regular session of the Securities and Exchange Commission,
held at its office in the City of Philadelphia, Pa.,
on the 20th day of January, A.D., 1947.

In the Matter of
WILLIAMS & KINGSOLVER
420 Exchange National
Bank Building
Colorado Springs, Colorado

ORDER SUSPENDING
ACCOUNTANT FROM
PRACTICE BEFORE
COMMISSION

File No. 4-61-5
(Rule II (e), Rules of Practice)

A proceeding having been instituted by the Commission pursuant to
Rule II (e) of its Rules of Practice to determine whether respondent
Williams & Kingsolver, a firm of certified public accountants of Colorado Springs, Colorado, or any of its members, should be disqualified
from or denied, temporarily or permanently, the privilege of appearing
or practicing before the Commission;
A hearing having been held after appropriate notice, and respondent having filed an answer consenting to entry of an order temporarily
or permanently disqualifying respondent from or denying it the privilege of practicing as an accountant before the Commission; and
The Commission being fully advised and having this day issued its
findings and opinion herein;
On the basis of said findings and opinion and said answer of respondent and pursuant to said rule, it is
ORDERED, that Williams & Kingsolver, a partnership, and Oliver M.
Williams, an individual member of said firm, be, and each of them hereby
is, denied, for a period of one year from the date hereof, the privilege of appearing or practicing in any way before this Commission.
By the Commission.

Orval L. DuBois,
Secretary.

(SEAL)
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